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Abstract 
To pursue low inflation rate, high economic growth rate and small urban-rural 
income gap can be regarded as important goals for the Chinese government to 
formulate correlative policies. Since China’s reform and opening up, with the 
economy achieving sound and fast development, inflation pressure still exists and 
tends to increase, and the urban-rural income gap is also expanding. Currently, the 
inflation issue and the expanding urban-rural income gap have affected sustainable 
economic development and social stability in China. Besides, at present they have 
become urgent issues that should be paid close attention and solved by Chinese 
government. As there are still insufficient research literatures about the effect of 
inflation on urban-rural income gap in the domestic, this thesis attempts to make a 
thorough discussion of the effect of inflation on urban-rural income gap since 
China’s reform and opening up, which will be of great significance in maintaining 
price stability and achieving fair income distribution, so as to speed up the pace of 
economic development and keep social stability. 
This thesis first reviews and comments on the existing domestic and foreign 
literatures; then analyses the current situation of inflation and urban-rural income 
gap since China’s reform and opening up; later it will theoretically explain the 
indirect influence mechanism and the direct influence mechanism that inflation has 
upon urban-rural income gap respectively; after that an empirical analysis of these 
two kinds of mechanisms will be made; and in the end all main points will be 
concluded, corresponding policy suggestions will be given, and potential research 
prospects will be considered. 
The innovative points of this thesis mainly are as follows: not only examining 
the inflation’s indirect effect on urban-rural income gap, but also the inflation’s 
direct effect on urban-rural income gap；not only theoretically discussing the 
inflation’s indirect and direct effects on urban-rural income gap, but also empirically 














using panel data of 31 provinces for the empirical analysis. In the analysis, first 
threshold regression model will be used to test whether there is nonlinear effect of 
inflation on urban-rural income gap. If the test result shows that there is nonlinear 
effect, then nonlinear effect will be used for analysis. If the result shows that there is 
no nonlinear effect, then linear effect will be used for analysis. 
Conclusions of this thesis mainly are as follows: first, the inflation’s indirect 
effect on urban-rural income gap is proved to be positive, which means inflation 
does not help to narrow the urban-rural income gap. Second, the results of inflation’s 
direct effect on the urban-rural income gap turn out different depending on the 
different data used: (1) The empirical analysis based on the national time series data 
from 1978 to 2009 shows that inflation rate, anticipated and unanticipated inflation 
rate all have the threshold effect of urban-rural income gap respectively. When 
inflation rate is lower than the threshold level 1.9%, the effect of inflation on 
urban-rural income gap is negative; when inflation rate is higher than the threshold 
level 1.9%, the effect is positive. Anticipated inflation rate helps to narrow the 
urban-rural income gap, while the degree of narrowing becomes weaker as the 
inflation rate rises. Unanticipated inflation rate does not help to narrow the income 
gap, and the extent of negative influence exacerbates as the inflation rate rises. (2) 
The empirical analysis based on the 31 provincial panel data from 1979 to 2009 
shows that there is no threshold effect of inflation rate on urban-rural income gap, 
neither of the anticipated inflation rate nor of the unanticipated inflation rate. 
Whether using static panel data linear effect model or dynamic panel data linear 
effect model, the effects of inflation rate on urban-rural income gap are both positive. 
That is, inflation rate does not help to narrow urban-rural income gap. 
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